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JAPAN: KEY ECONOMIC INDICATORS 
(All values in U.S. $ million unless otherwise indicated) 


1977-1978 1979 
1977 1978 Change (%) Indicator 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 692,228 976,411 10.1% 1,031, 9144/ 
GNP at Constant 1970 Prices 391, 656 531, 608 - O* 551, 0164/ 


0 
Annual Per Capita GNP, Current Prices ($) 6,082 8,502 40.0 8, 9114/ 
1 153, 0804/ 


Pvt. Plant and Equip. Invest., Curr. Prices 97,531 132,528 ; 
Indices: 
Industrial Production (Mfg.) (1975=100) 3.7 123.0 132. 2B/ 
Avg. Labor Productivity (Mfg.) (1975=100) 118.0 127.4 140. 4C/ 
Avg. industrial Wage (Mfg.) (1975=100) 121.9 129.1 137.53/ 
Avg. Labor Force (millions) 54.5 55.3 : 55.9B/ 
Avg. Unemployment Rate (Z) 2.0 2.2 ; 2.13/ 


MONEY AND PRICES 

Money Supply (M2) 483,297 674,217 12.3% 894, 358D/ 
Bank of Japan Com'l Disc't Rate (%) 4.25E/ 3.5E/  -0.75 6.25F/ 
Call Rate (Uncond.), Highest (%) 7.000 4.875 -2.125 7.750G/ 
Com'l Bank Avg. Loan Rate (%) 7.562 6.309 -1.253 6.156H/ 
Consumer Price Index (1975=100) 118.1 122.6 3.8 126.4H/ 
Wholesale Price Index (1975=100) 107.0 104.3 <2.5 ~  102.01/ 


PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves 22,848E/  33,019E/ 10,1719/ 20, 116K/ 
External Public Debt 5,957E/ 11,530E/ 5,573J/ kk 
Basic Balance of Payments 7,734 4,145 -3,589J/ 13, 784L/ 
Balance of Trade 17,311 24,596 7,2855/ 2, 265L/ 
Exports, FOB (IMF Basis) 79,333 95,634 20.6 92,090L/ 
Export Share to U.S., Customs Basis, FOB (2%) 24.5 25.5 1.0 25. 7M/ 
Imports, FOB (IMF Basis) 62,022 71,038 14.5 89,825L/ 
Import Share from U.S., Customs Basis, CIF (2) 17.5 18.6 1.1 18.7M/ 


Main imports from U.S.,1978 (Quan: MT thou, from Japanese Finance Ministry; Value: $ mil, 
f.a.s., from U.S. Department of Commerce): Feed grains **, 1,152; Logs, lumber 11,320N/, 
1,095; Soybeans 4,143, 981; Chemicals **, 773; Coal,related fuels 8,873, 577; Fish **, 509; 
Nonferrous metals,scrap **, 452; Raw cotton 281, 355; Electronic computers & parts **, 332; 
Civilian aircraft **, 325; Pulpwood & wood pulp 4090/, 316; Hides & skins 225, 247; Iron & 
steel,scrap 2691, 239; Leaf tobacco 52, 227; Medicines/drugs **, 216. Main exports to U.S., 
1978 (Value, f.a.s., from Commerce): Passenger cars 5,735; Iron & steel mill products 2,347; 
Office machinery & automatic data processing machines 949; Phonographs, sound & video repro- 
ducers 876; Motorcycles & parts 816; TV sets 532; Textiles 448. 
Footnotes: 
A/ Jan-Sept seasonally adjusted annual rate. J/ Movement toward surplus or deficit, or total 
B/ Jan-Oct average, seasonally adjusted. increase, in $ million vice per cent. 
C/ Jan-Aug average, not seasonally adjusted. K/ As of November 30. 
D/ As of October 30. L/ Jan-Nov preliminary total, seasonally 
E/ As of end of year. adjusted. 
F/ Effective November 2, 1979. M/ Jan-Nov preliminary, not seasonally adjusted. 
G/ Through November. N/ 1,000 cubic meters vice 1,000 metric tons. 
H/ Jan-Oct average, not seasonally adjusted. * Change is in aggregates dominated in yen 
I/ Jan-Nov average, not seasonally adjusted. not dollars. 

** Not available. 
Dollar exchange rate used for conversion of yen figures, GNP and investment: 1977 ¥269; 
1978 #210; 1979 indicator ¥213 (average interbank spot rates, Jan-Sept). Money supply: 
1977 #308; 1978 #248; Jul-Dec 1979 #206, as used for some computations by Ministry of 
Finance (Jan-Jun 1979 ¥195). 





SUMMARY 


Japanese economic growth remained strong in mid-1979. 
Domestic demand led the way in the spring, while export demand 
gained strength later in the year. The balance of payments on 
current account, however, sank into substantial deficit from 
midyear onward, as rising import prices offset improving export 
performance. The yen depreciated substantially during the fall, 
continuing a year-long trend. Higher import costs, and in 
particular higher fuel costs, helped make inflation disturbing- 
ly rapid at the wholesale level, but consumer price rises 
remained moderate. Japanese monetary policy grew stiffer, and 
there appears little room for new stimulus in the coming fiscal 
year's governmental budget. Unemployment, after declining 
earlier in 1979, presented somewhat less uniform trends in the 
summer. The effects of the past year's oil price shocks so far 
have shown up primarily in Japan's trade statistics and its 
wholesale prices, with only slight impact on growth and 
consumer price inflation. The economic prospects of Japan for 
the short term remain uncertain, although slower growth and 
faster consumer price inflation are expected in the fiscal year 
which begins in April 1980. 


Japan's very large and still growing market for a wide 
variety of consumer and capital goods as well as raw materials 
continues to present many opportunities for U. S. exporters in 
all these sectors. Computers, high-technology medical and 
industrial equipment, and housewares seem to be areas of special 
current promise for U. S. manufacturers. 


Recent overseas investment in Japan has remained limited 
despite high rates of return enjoyed by existing ventures there. 
Japan's own overseas investment, high in early 1979, probably 
slowed in the later half of the year, and it is likely to ease 
further in 1980. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Japanese Economic Expansion Continues 


The Japanese economy achieved a steady real annual growth 


rate of about 7 percent during April-September 1979.— During 
the second quarter, consumption and private housing investment 
were the strongest performers. In the third quarter, as these 
sectors weakened, exports began to pick up strength. Steady 
growth in plant and equipment investment remained strong 
throughout the whole period. Business profits also were 





significantly higher than during the previous six-month 
period, although the range of performance between strong 
industries (e.g., automobiles) and weak ones (e.g., ship- 
building) remained wide. 


Subsequent indicators suggest a fair measure of continuing 
strength in domestic activity. Industrial production and 
producers’ shipments rebounded vigorously in October and 
November from weak performances during the preceding month; 
producers' inventories also increased. Retail sales in November, 
9.1% over November 1978, continued to show the moderate real year- 
over-year gains which had marked most of the preceding few months; 
and housing starts for October presented a third straight monthly 
year-over-year gain, a strong 11.8%. New machinery orders from 
the public sector rose substantially in October, and a decline 
in private orders during the same month was more than accounted 
for by a fall within the widely fluctuating order pattern for 
electric power machinery. Monthly totals of bankruptcy cases, 
however, have begun to rise since late summer. In November the 
number exceeded by 13% the bankruptcies of November 1978. 


Employment trends were mixed during the third quarter, 
following a gradual improvement earlier in the year. Unemploy- 
ment averaged 2.2% in July-September, slightly above the rate 
for the preceding quarter; but the July-September ratio-of job 
offers to applicants was 0.73 percent, a higher figure than 
in any quarter since the end of 1974, 


Inflationary Pressures Continue 


In Japan during late 1979, there has been a divergence 
between wholesale price trends and consumer price trends. In 
the wake of the April and June OPEC price increases and of a 
substantial yen depreciation since late 1978, wholesale prices 
have continued the double-digit annual increase rate that has 
prevailed since February 1979. In November they were up 16.1%, 
year-over-year. The consumer price index, however, registered 
a year-over-year nationwide increase of only 4.9% in November, 
and a Tokyo year-over-year increase of 5.5% in December. 


External Accounts Negative 


Japan's current account, which had been near equilibrium 
during the first half of the year, plunged to a cumulative 
(seasonally adjusted) deficit of $7.4 billion for the first 
eleven months of 1979. Meanwhile, Japan's trade balance, 
narrowly positive in July and September, moved into the red 
in August and October to show a combined deficit of $650 million 
for these four months--a sharp contrast with the $8.4 billion 





surplus which Japan had registered in July-October 1978. A 
major factor in these deteriorations was the rapid increase in 
the price of the major commodities which Japan imports, 
especially oil. 


Reacting to the dramatic reversal in the trade accounts 
and the unsettled oil outlook, the yen has depreciated sharply. 
After rising to 175.5 to the dollar at the end of October 1978, 
the yen reached average interbank spot rates ranging between 
215 and 220 yen to the dollar for the months from April to 


August. It weakened further in subsequent months to an 
average interbank spot value of 244.35 yen during November. 
On December 27, the yen closed at 239.70 to the dollar. 


Japan Continues to Restrain Demand 


The disturbingly rapid increases since late 1978 in Japan's 
wholesale prices have induced increasing restraint in Japan's 
financial policies. The Bank of Japan raised its discount rate 
from 4.25% to 5.25% in July and to 6.25% in November. Meanwhile 
the Bank remained conservative in its general attitude to 
credit expansion. Budgetary policy has remained steady; the 
spending of the current fiscal year's (April 1979 - March 1980) 
moderately expansionary Japanese Government budget has continued 
smoothly although some public works expenditures originally 
planned for this fiscal year may be deferred to the next one. 
The very large projected current budget deficit (between $60 and 
$70 billion at recent exchange rates), along with recent rapid 
wholesale price inflation, has induced the government to plan a 
more cautious fiscal program for next year. Further, the 
government's failure to make politically acceptable the 
consumption tax which had been proposed for Japan Fiscal 1980 
(April 1980 - March 1981) has removed the prospect of extra 
revenue which could have induced a more substantial rise in 
government expenditures. 


Inflation Remains Threat to Japan's Growth 


While Japan's economy has thus far shown considerable 
resilience in the face of the rapid oil price rises since 
December 1978, their full impact probably has not yet been felt. 
Growth was strong and consumer price increases were moderate in 
the April-June and July-September quarters, and the Government's 
goals in the fiscal year ending March 1980 for economic growth 
(6.0% increase over FY 1978, revised from the original 6.3% 
projection) and for consumer prices (only 4.7% increase over 
FY 1978,revised downward from the original 4.9%) may yet be 
achievable. A promising recent sign is that plant and equip- 
ment investment as projected by unofficial surveys is likely 





to remain strong during the remainder of the current fiscal year, 
But consumption appears to be slowing after its strong 
performance earlier in the year; government expenditures will be 
held in check by the large imbalance in the official budget, and 
net export income, a politically sensitive sector even when 
contributing to growth, is likely to suffer from soft demand in 
Japan's oil-shocked trading partners of the industrialized 
world, although it also will be stimulated by the cheaper yen. 
These circumstances create some uncertainty even in the short 
term; and it is generally agreed that during the fiscal year 
ending in March 1981, Japan's growth rate should decline and 
that its consumer prices, finally reflecting the mingled 
pressures of oil price hikes and upward movement in wholesale 
prices as a whole, should go up faster than during the current 
fiscal year. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


U. S. Exports to Japan Continue Strong 


Between July and October 1979, U.S. exports to Japan 
remained well above their levels of a year earlier, although 
the upswing was somewhat less pronounced than during the 
first half of the year. To the extent that Japan's domestic demand 
maintains its recent growth, and insofar as American exports are 
able to resist the competitive effects of the yen's depreciation 
over the last year, imports may be expected to continue to offer 
favorable opportunities to United States exporters. Japan also 
will be influenced to expand its imports by a continuing 
awareness of the need to ward off protectionist spirit among its 
trading partners. They remain disturbed by the past and current 
export concentration of much of Japanese business, and by 
problems connected with the import of goods into Japan--problems 
which are perceived as trade barriers by would-be exporters both 
of agricultural and of manufactured products to Japan. 


In late 1979 the United States and Japan continued to seek 
to reduce the irritants in their trade relationship, which 
remains clouded by the possibility that Japan's earlier 
persistent global trade and current account surpluses may recur. 
Imports from Japan in certain specific sectors--e.g., automobiles 
and steel--also remain a source of concern. Most of the more 
important recent bilateral discussions on trade matters have 
been held as follow-ups to a group of bilateral agreements 
reached in June, which had dealt with the main immediate trade 
problems left over between Japan and the U. S. after the April 
conclusion of the "Tokyo Round" of multilateral trade negotia- 
tions in Geneva. 





In December, American and Japanese negotiators issued a 
joint statement on standards, testing, and certification issues. 
This elaboration on the MIN standards code commitments recorded, 
among other principles, that mutual acceptance of foreign test 
data is desirable and that standards procedures applied to 
imports should be no more exacting than those applied to domestic 
products. 


During the latter part of 1979, U. S. and Japanese negotia- 
tors several times discussed the outstanding issues of 
reciprocal access in government procurement (in particular NTT-- 
Nippon Telephone and Telegraph--procurement) and of market 
access for U. S. tobacco products. Useful talks also were held 
on testing procedures related to electrical appliances and small 
boats entering the Japan market. With respect to tobacco 
products, however, the United States in November also submitted 
a complaint under the GATT on Japan's restrictions affecting 
marketing of U. S. pipe tobacco and cigars, and on her pricing 
of these products. 


In November bilateral U. S.-Japan talks on forest products, 
which included industry as well as government participation, 
appeared to enhance prospects for U. S. lumber exports, 
especially through the solution of technical problems. Recent 


discussions with Japanese officials and U.S. business people 
have indicated that leather imports from the United States will 
rise substantially between October 1979 and March 1980, in 
contrast to the previous six-month period, when licensed 
imports totaled only a small part of the alloted quota. 


To market successfully in Japan, American suppliers of 
manufactured goods will have to make special efforts in this 
large, lucrative, and opening market. Japanese end-users remain 
highly selective. Ordinarily they demand high quality innovative 
features, modern technology embodied in goods, and, especially, 
supplier reliability and commitment. For many industrial goods, 


price is a relatively unimportant consideration, unless the 
differential is quite large. Real import impediments still 


exist; but many perceived barriers--particularly non-official 
ones based on cultural traditions and historical attitudes--can 
be overcome by determined marketing. The returns can be high 
for those willing to make the effort. Japanese public sector 
investment, however, is expected to offer relatively meager 
direct opportunities to American exporters. 


Many Product Areas Offer Substantial Prospects to Exporters 


Coking coal, logs, and lumber, traditionally leading U. S. 
exports to Japan, can be expected to benefit from reasonably 
steady demand in the Japanese market during early 1980. 

This applies especially to shipments of coking coal, 





benefiting from generally steady Japanese steel production and 
unimpeded by strikes in the United States, should remain firm. 


The immediate outlook for U. S. agricultural exports 
remains good. During the April-September semester, across- 
the-board year-over-year increases in both quantity and value 
occurred with only a few exceptions. Major gains were made in 
seeds, corn, poultry, citrus, fruit juice, live animals, beef, 
veal, and variety meats. The market this winter remains strong 
for most commodities. Feed-grain and soybean imports will 
continue to grow; but this expansion may slacken in the spring 
of 1980, when it is anticipated that the current increase in 
Japanese swine production will taper off and Japanese feed 
compounders will use some surplus rice for feed. Cotton 
imports into Japan from the U. S. during the 1979-1980 winter 
season are expected to rise, even though Japan's global cotton 
imports may decline slightly during this period. 


Among promising industrial product areas are the following: 
computers and related products including peripherals and soft- 
ware packages, miscellaneous electronic components, process 
control instruments, food processing and packaging equipment, 
bio-medical equipment, electronics industry production and test 
equipment, lasers and laser systems, airplanes, avionics and 
ground support equipment, and building systems and materials. 


The steady though recently lowered increase in Japan's 
personal consumption over the last few years is a favorable 
sign for future imports of American-manufactured consumer goods. 
Products expected to be in particularly strong demand include, 
but are not limited to, the following: housewares, sporting 
goods and sportswear, records, do-it-yourself and hobby kits, 
educational toys and games, and fine jewelry. 


Varied Services Remain Available to Assist U. S. Exporters 


Japan's multi-layered distribution system for consumer 
goods differs in several important respects from marketing 
practices common in the United States and other countries. 
Penetration of this high-opportunity segment of the Japanese 
market deserves special attention from U. S. exporters. 
Companies not familiar with Japan may wish to take advantage of 
the various export business information and introduction 
services available from the U.S. Department of Commerce and 
the U.S. Embassy and Trade Center in Tokyo. 


During the first half of 1980 the United States Trade 
Center, which is located in the new World Import Mart, Sunshine 
City, Ikebukuro, Tokyo, will conduct multi-company exhibitions 





featuring business equipment, food processing and servicing 
equipment, microwave systems and components, and electronic 
components/materials. In addition, many U. S. firms and their 
Japanese representatives will use the Trade Center facilities 


for single company presentations of capital goods or consumer 
products. 


Aside from its regular program of exhibitions in late 1979, 
the Trade Center had as a unique adjunct "Boatique America," a 
ship on loan from Japan as a "floating department store." 
Between October and December a wide variety of United States 
consumer goods were exhibited on the ship successively at 
thirteen ports in Japan. Over 475,000 persons visited the 
ship, buying well over $2.5 million worth of goods and 
acquainting themselves with a wide range of American-made 
apparel, housewares, and sporting goods. The cruise afforded 
American exporters a unique opportunity to survey the Japanese 
market. In association with the ship's tour, trade missions 
visited Tokyo, Osaka, Nagoya, and Sapporo. These missions had 
an aggregate participation of representatives from eighty-six 
U. S. companies, who discussed possible business arrangements 
with an aggregate total of 1200 potential agents and 
distributors. 


In the second half of 1979, Japanese buyer groups and individuals 
visited trade shows and dealers in the United States in various 
industry sectors including hospital equipment/supplies, electronic 
components and electric component manufacturing machines, housewares, 
hardware, building materials, wood products, plastics, stationery 
and office machines, sporting goods, furs, bedroom supplies, 
jewelry, game machines, gift and hobby items, and foods. The 
visitors included 26 groups or individuals, with a total of 363 
participants. Some 15 of these groups reported that their 
on-the-spot purchases reached about $3.5 million, with an 
additional $30.4 million purchases projected within the following 
12 months. 


Japanese buyer groups and individuals planning to visit 
the United States in the first half of 1980 cover the follow- 
ing fields: building materials, housewares, hobby items and 
toys (January); dental equipment/supplies, food processing 
machines, machine tools, sporting goods, furs, housewares, 
hardware, paint, garden supplies, building materials and food 
(February); computers and home maintenance/improvement supplies 
(March); printing machines (April); computers and supermarket/ 
restaurant/hotel/motel supplies (May); and plumbing/heating/ 
cooling systems (June). 





U. S. trade/investment groups which visited Japan in the 
second half of 1979, mostly to seek investment, came from 
Alabama, Alaska, Arkansas, Battle Creek (Mich.), Connecticut, 
Colorado, Florida, Georgia, Kentucky, Louisiana, Massachusetts, 
Minnesota, Mississippi, North Carolina, Oregon, San Diego (Cal), 
San Francisco (Cal.), South Carolina (a U. S. -sponsored group), 
Tennessee, Toledo (Ohio), Tucson (Arizona), Virginia, Washington, 
and Wisconsin. As of December 1979, similar U. S. missions 
scheduled to visit Japan in early 1980 include groups from 
Connecticut (February) and Pennsylvania (March). Joint 
American-Japanese business promotion meetings held in Japan 
during late 1979 included groups from California (August), 
Texas (September), Hawaii (October), and the Southeastern 
States (November). In addition, a group of Japanese business 
people, co-sponsored by the American Chamber of Commerce in 
Japan and the Japan External Trade Organization (JETRO) 
visited 17 states in October to find appropriate locations for 
industrial investment. Major cities they visited included 
Atlanta, Chicago, Dallas, New York, Los Angeles, and San 
Francisco. 


The Joint U. S.-Japan Trade Facilitation Committee, formed 
late in 1977, has continued to supplement traditional means of 
using Japanese marketing and distribution routes to sell 
American products, and of examining specific problems with 
Japanese trade practices or proceduresencountered by American 
business in selling on the Japanese market. The Committee has 
been successful in resolving several, but not all, such 
difficulties. 


Overseas Investment in Japan Remains Slow 


Despite high rates of return enjoyed by foreign firms 
already established in Japan, and despite the steps Japan took 
in the mid-seventies to liberalize its rules on investment from 
overseas, new direct foreign investment in Japan during recent 
years has been modest, pesmar ly because of the recession of 
the mid-seventies and the yen's long-term rise. which has impacted 
both initial and operating costs. Investment from overseas 
May be in either wholly owned subsidiaries or joint ventures. 
U.S. firms with a significant market in Japan should consider 
investing in distribution and service facilities even if they 
do not require production facilities there. 


The American Chamber of Commerce in Japan (ACCJ) has 
sponsored a recent full-scale study by a major U. S. research 
firm of Japan's current: and prospective investment climate. 
Interested a should write to the Investments Committee, 
ACCJ, Tosho Bldg., Room #710, 2-2, Marunouchi 3-chome, 
Chiyoda-ku, Tokyo. 100, Japan. 





Japanese Overseas Investment High but Prospects Uncertain 


Authorized Japanese overseas investment during the April- 
June quarter rose in dollar terms to maintain approximately the 
Same real value as during April-June, 1978, and to surpass the 
level attained in the first quarter of 1979. Fayorable recent 
profit figures leave many Japanese companies with substantial 
internal resources for further overseas capital ventures. 
Inhibiting factors now making themselves felt, however, include 
the easing of the yen from its high 1978 exchange value (and 
the concomitant raising of overseas costs relative to domestic 
costs) as well as a dimming of worldwide business prospects 
and an expectation of comparatively high inflation rates in 
many overseas countries. 


*% U. S, GOVERNMENT PRINTING OFFICE: 1980—311-056/239 





